TITLE 710. OKLAHOMA TAX COMMISSION
CHAPTER 50. INCOME

RULEMAKING ACTION:

Notice of proposed PERMANENT rulemaking.
PROPOSED RULES:

Chapter 50. Income [AMENDED]

SUMMARY:

As part of the Tax Commission's ongoing review of its rules, many proposed
amendments to the existing rules have been made to implement recent
legislation. All legislative references are to the Second Regular Session of the 58t
Legislature (2022) unless otherwise indicated.

The proposed amendment to Section 710:50-15-49 implements the provisions
of SB 401 which provides for a 100% income tax exemption for retirement
benefits received from any component of the Armed Forces of the United States,
effective for tax year 2022 and subsequent tax years. [68:2358]

The proposed amendment to Section 710:50-15-63 and promulgation of new
Section 710:50-15-118 implements the provisions of HB 3088 which eliminates the
existing $20,000 annual income tax deduction for nonrecurring adoption
expenses and enacts a new, refundable income tax credit for nonrecurring
adoption expenses, beginning for tax year 2023. [68:2358, 2357.601]

The proposed amendments to Sections 710:50-17-51 and 710:50-21-1 and the
promulgation of new Sections 710:50-15-69.1 and 710:50-19-5 implement the
provisions of HB 3418 which authorized the decoupling of bonus depreciation;
the 100% bonus depreciation rate for qualified property is made permanent and
Oklahoma taxpayers may elect to not follow the federal bonus depreciation
phase-out schedule. [68:2358.6A]

The proposed amendment to Section 710:50-15-81 implements the provisions
of SB 1857 which amended the credit for qualified clean-burning motor vehicle
fuel property. [68:2357.22]

Sections 710:50-15-95, 710:50-15-97, 710:50-15-98, 710:50-15-99, 710:50-15-104,
710:50-15-112 have been revoked; these tax incentives have either been repealed
or sunsetted and are no longer available and can no longer be claimed on the
Oklahoma income tax return. [68: 2357.100, 2357.203, 2357.67, 2357.102, 2357.46,
2357.402,

Other sections may be amended to clarify policy, improve readability, correct
scrivener’s errors, remove obsolete language, update or correct citations, update
contact information, and ensure accurate internal cross-references, which do not
change the interpretation or intent of the rules.

AUTHORITY:

68 O.S. §§ 203, 2357.22, 2357.601, 2358.6A; Oklahoma Tax Commission
COMMENT PERIOD:

Persons wishing to present their views in writing may do so by 430 p.m,,
February 7,2023, at the following address: Oklahoma Tax Commission, Tax Policy
and Research Division, Oklahoma City, Oklahoma 73194, Attention: Lisa Haws, or
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by email to [haws@tax.ok.gov.
PUBLIC HEARING:

A public hearing is scheduled for 1:30 p.m., on Wednesday, February 8, 2023, at
the Oklahoma Tax Commission, 123 Robert S. Kerr Ave, Oklahoma City,
Oklahoma. Those wishing to make oral comments at the public hearing should
request placement on the docket well in advance of the hearing date by calling
Lakesha Mackie at (405) 521-3133. Time limitations may be imposed on oral
presentations to ensure that all persons who have filed written requests for
placement on the docket will have an opportunity to speak.

In order to facilitate entry into the building, those wishing to appear should
contact Lakesha Mackie at (405) 521-3133 at least 24 hours prior to the hearing
date to complete their visitor pre-registration. In order to gain access to the
hearing, attendees must register at the information desk in the lobby by
presenting a driver license or other photo identification.

REQUEST FOR COMMENTS FROM BUSINESS ENTITIES:

Although nothing in this rulemaking action has been determined to adversely
impact small business, the Oklahoma Tax Commission (OTC) requests that,
pursuant to 75 O.S. § 303(B)(06), business entities affected by these rules provide
the OTC, within the comment period, in dollar amounts, if possible, information
on any increase in direct costs, such as fees, and indirect costs, such as those
associated with reporting, recordkeeping, equipment, construction, labor,
professional services, revenue loss, or other costs expected to be incurred by a
particular entity due to compliance with the proposed Rules.

COPIES OF PROPOSED RULES:

Copies of the proposed rules may be obtained from the below listed contact
person. The proposed rules may also be viewed on the agency's website at
http://www.tax.ok.gov.

RULE IMPACT STATEMENT:

Pursuant to 75 O.S. § 303(D), a Rule Impact Statement will be prepared and
available from the below listed contact person. The Rule Impact Statement may
also be viewed on the agency's website at http://www.tax.ok.gov.

CONTACT PERSON:

Lisa R. Haws, Agency Liaison, Tax Policy Division, Oklahoma Tax Commission,
Oklahoma City, Oklahoma 73194. Telephone number: 405-521-3133; Email:
Ihaws@tax.ok.gov



mailto:lhaws@tax.ok.gov
http://www.tax.ok.gov/
http://www.tax.ok.gov/

TITLE 710. OKLAHOMA TAX COMMISSION
CHAPTER 50. INCOME
SUBCHAPTER 13. ESTIMATED TAX

710:50-13-3. Who must make payments of estimated tax; due dates

(@) Payment of estimated income tax must be made by the following:
(1) Asingle individual whose tax liability for the year is estimated to be $500.00
or more in excess of taxes withheld from wages.
(2) Married individuals whose combined tax liability for the year is estimated
to be $500.00 or more in excess of taxes withheld from wages.
(3) A corporation or trust whose tax liability for the year is estimated to be
$500.00 or more.

(b) Initial payments of estimated tax should be made by:
{4} (1) Calendar-year taxpayers, no later than April 15th.
{5} (2) Fiscal-year taxpayers, by the fifteenth day of the fourth month following
the beginning of the taxable year. [See: 68 O.S. § 2385.7]

SUBCHAPTER 15. OKLAHOMA TAXABLE INCOME
PART 5. OTHER ADJUSTMENTS TO INCOME

710:50-15-49. Deduction for retirement income
(a) General provisions applicable to Oklahoma or federal government
retirement income. Each individual taxpayer may deduct up to FiveFheusand

Five-Hundred-Delars{$5,500:00} $10,000 of retirement benefits paid by the State
of Oklahoma or by the federal govemment E#eetﬁfeﬂfef—taﬁfean—beg%mﬁgLeH

taxpayer's FedeFaJ—Adfus%eel—Gﬁﬂess—Haeeme federal adjusted gross income._ The

total exclusion from all government retlrement benefit plans may not exceed

$10,00 per |nd|V|duaI
(b) Qualifying Oklahoma or federal government retirement income defined.

For purposes of this Section, "Oklahoma or federal government retirement
income" means retirement income received from the following sources:

(1) The Civil Service of the United States;

(2) Any Component of the Armed Forces of the United States; [See special

rule (9)]

(3) The Oklahoma Public Employees' Retirement System;

(4) The Oklahoma Teachers' Retirement System;

(5) Oklahoma Law Enforcement Retirement System;

(6) Oklahoma Firefighters' Pension and Retirement System;
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(7) Oklahoma Police Pension and Retirement System;

(8) The Employee retirement systems created by counties pursuantto 19 O.S.

§§95] et seq.

(9) The Uniform Retirement System for Justices and Judges;

(10) The Oklahoma Wildlife Conservation Department Retirement Fund,;

(1) The Oklahoma Employment Security Commission Retirement Plan; or,

(12) The Employee retirement systems created by municipalities pursuant to

11 0O.S. 8§ 48-101 et seq.
(c) Disability income; state and federal government retirees. Disability
retirement benefits received by an individual from sources listed in subsection
(b) shall qualify for the retirement income deduction, without regard to the
recipient's age.
(d) General provisions for other retirement income. Each individual taxpayer
aged-sixty-five{65and-ever may deduct up to FiveFheusanrdtHveHundred
Poellars{$5:500:00) $10,000 of other retirement benefits received and included in
FedeFaFAdjusteel—e+ess—FHeemefederal ad|usted gross income. %hFeugh%a%yeaf

taxpayers FeéreFaJ—Adjus‘eeel—GFess—Fﬁeeﬂore federal adjusted gross income. The

total exclusion from all retirement benefit plans may not exceed FveThousand




(e) "Qualifying other retirement income" defined. For purposes of this Section
"other retirement income" must be received from the following and satisfy the
requirements of the Internal Revenue Code (IRC):

(1) An employee pension benefit plan under IRC Section 407,

(2) An eligible deferred compensation plan under IRC Section 457,

(3) An individual retirement account, annuity, or trust or simplified employee

pension under IRC Section 408;

(4) An employee annuity under IRC Section 86; or,

(5) Lump-sum distributions from a retirement plan under IRC Section 402(e).
(f) Disability income; private sector retirees. Disability retirement benefits
received by an individual shall qualify for the retirement income deduction,
without regard to the recipient's age.
(g) Special rule for certain retirement income from a component of the
Armed Forces of the United States. Effective for tax year 2006, the deduction
for retirement income from any component of the Armed Forces of the United
States is the greater of Ten Thousand Dollars ($10,000.00) or fifty percent (50%)
of the amount included in the taxpayer's Federal-Adjusted-Grosstrecorme
federal adjusted gross income. Effective for tax year 2007 and subsequent tax
years, the deduction for retirement income from any component of the Armed
Forces of the United States is the greater of Ten Thousand Dollars ($10,000.00)
or seventy-five percent (75%) of the amount included in the taxpayer's Federal
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Adjusted-Grosstreorme federal adjusted gross income. For tax year 2022 and

subsequent tax years, retirement benefits received by an individual from any
component of the Armed Forces of the United States shall be exempt from
taxable income.

(h) Special rule for Federal civil service retirement income. Beginning with
tax year 2007 2011, retirement benefits received by Federal federal civil service
retirees, including survivor annuities paid in lieu of Social Security benefits, are
allowed to be excluded from Oklahoma taxable income to the extent such

benefits are included in the taxpayer's FederalAdiusted-Grosstreorme federal

adjusted gross income, pursuant to the provisions of Section 86 of the Internal

710:50-15-63. Deduction for nonrecurring adoption expenses
(a) General provisions. In taxable years beginning after December 31,1995, and
ending before January 1, 2003, a deduction is allowed to resident individual
taxpayers for nonrecurring adoption expenses, not to exceed ten thousand
dollars ($10,000.00) per calendar year, paid in connection with the adoption of a
minor, or proposed adoption of a minor which did not result in a decreed
adoption. Effective for taxable years beginning after December 31, 2002, and
ending before January 1, 2023, the deduction for nonrecurring adoption
expenses shall not exceed Twenty Thousand Dollars ($20,000.00) per calendar
year.
(o) Allowable expenses. For purposes of this Section "nonrecurring adoption
expenses" means and includes:
) Adoption fees;
) Court costs;
3) Medical expenses;
) Attorney fees;
(5) Expenses directly related to the legal process of the adoption of a child
and are not reimbursed by other sources, to include, but not limited to costs
related to:
(A) The adoption study;
(B) Health and psychological examinations;
(C) Transportation and reasonable costs of food and lodging for the child
or adoptive parents which are incurred to complete the adoption process.
Transportation expense by either commercial or private means may be
claimed based upon actual unreimbursed costs incurred, or in the case of
travel by private means, the mileage rate allowed pursuant to the Internal
Revenue Code for determining business travel expense may be elected.
(6) Costs associated with physical remodeling, renovation, or alteration of the

(1
(2
(
(4

6



adoptive parents home or property, if incurred in conjunction with the
adoption of a special needs child, as authorized by the court.
(c) "Nonrecurring adoption expenses" shall not mean or include:
(1) Costs reimbursed by other sources.
(2) Attorney fees incurred from and after the commencement of an action
involving a contest of an adoption.
(3) Costs associated with physical remodeling, renovation, or alteration of the
adoptive parent's home or property, with the exception noted in (b)(6) of this
Section.
(d) Verification. A schedule describing the expenses claimed must be enclosed
and filed with the claimant's tax return. Receipts supporting the claimed
expenses are not required to be submitted with the tax return and descriptive
schedule, but must be retained and be available upon request by the
Commission.

710:50-15-69.1 Add-back of federal depreciation for Oklahoma income tax
purposes

For tax years beginning on or after January 1, 2023, taxpayers have the
option for immediate and full expensing of qualified property and qualified
improvement property by deducting the full cost of these expenditures in the
tax year in which the cost is incurred or the property is placed in service. [68
O.S. § 2358.6A] If this option is taken, amounts that are depreciated for federal
income tax purposes shall be added back to Oklahoma taxable income in the
year the depreciation is claimed. The taxpayer's decision to use immediate
expensing for a qualified property or qualified improvement property in the
year the investment cost is incurred is irrevocable for the property unless
specifically authorized by the Oklahoma Tax Commission.

PART 7. CREDITS AGAINST TAX

710:50-15-81. Credit for qualified clean-burning motor vehicle fuel property
(a) Definitions. Ferpurposesoeftheclean-burpingmotervehicle-fuelproperty
ereditmotoer-The following words and terms, when used in this Section, shall
have the following meaning, unless the context clearly indicates otherwise:
(1) "Motor vehicle" means a motor vehicle originally designed by the
manufacturer to operate lawfully and principally on streets and highways.
[See: 68 O.S. § 2357.22(C)] "Vehicle" shall not mean conveyor belts, forklifts,
riding mowers, tractors, or other similar items.
(2) "Qualified clean-burning motor vehicle fuel property" shall be defined
as in Section 2357.22 of Title 68 of the Oklahoma Statutes.
(b) General provisions. For tax years 2028 and before, there shall be allowed a
one-time nonrefundable income tax credit for investments in qualified clean-
burning motor vehicle fuel property placed in service on or after January 1, 1991.
An entity that converts property to qualified clean-burning motor vehicle fuel
property may lease such property and retain the right to claim the credit.
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Property on which the credit has previously been claimed is ineligible for the
credit.
(c) Amount of credit.
(1) For the qualified clean-burning motor vehicle fuel property defined in 68
O.S. Supp. 2022, §2357.22 (B)(1), (2) or (5), the amount of the credit shall be as
follows based upon gross vehicle weight of the qualified vehicle:
(A) For vehicles up to or below 6,000 pounds, the credit shall be a
maximum of $5,500.00,
(B) For vehicles between 6,001 pounds to 10,000 pounds, the credit shall
be a maximum amount of $9,000.00,
(C) For vehicles of 10,001 pounds, but not in excess of 26,500 pounds, the
credit shall be a maximum amount of $26,000.00, and
(D) For vehicles in excess of 26,501 pounds, the credit shall be a
maximum amount of $100,000.00.
(2) For qualified clean-burning motor vehicle fuel property defined in 68 O.S.
Supp. 2022, § 2357.22(B)(3), a per location credit of 45% of the cost of the
qualified clean-burning motor vehicle fuel property.
(3) For qualified clean-burning motor vehicle fuel property defined in 68 O.S.
Supp. 2022, § 2357.22(B)(4), a per location credit of the lesser of 50% of the
cost of the qualified clean-burning motor vehicle fuel property or $2,500.00.
(d) Carryforward. Any credit claimed, but not used, may be carried over, in
order, to each of the five (5) subsequent taxable years.
{b} (e) Limitations of eligibility. No qualified establishment, nor its contractors
or subcontractors, that has received or is receiving an incentive payment
pursuant to Section 3601 et seq. of the Oklahoma Statutes, (Oklahoma Quality
Jobs Program Act), or Section 3901 et seq. of the Oklahoma Statutes, (Small
Employer Quality Jobs Incentive Act), shall be eligible to receive the credit for
qualified clean-burning motor vehicle fuel property provided by 68 O.S. §2357.22,
in connection with the activity and establishment for which incentive payments
have been, or are being received. [See: 68 O.S. §§3607, 3909]
{e} (f) Sunset date. This credit will only be available through tax years beginning
before December 31, 2027 2028.
{el} (g) Tax credit limitation.
(1) For tax years beginningon-erafterdanuaryt, 2020 through 2022, the total

amount of credits used to offset tax shall be adjusted annually to limit the
annual amount of credits to Fwenty—Million—DBollars—{$26,000.000.06}
$20,000,000.00.
(2) For tax years 2023 through 2028, the total amount of credits used to offset
tax shall be adjusted annually to limit the annual amount of credits to:
(A) $10,000,000.00 for gualified clean burning fuel property propelled by
compressed natural gas, liquefied natural gas, or liquefied petroleum gas,
property related to the delivery of compressed natural gas, liquefied
natural gas or liguefied petroleum gas, and property directly related to the
compression and delivery of natural gas;
B) $10,000,000.00 for property originally equipped so that the vehicle may
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be propelled by a hydrogen fuel cell electric fueling system and property
directly related to the delivery of hydrogen; and
C) $10,000,000.00 for property which is a metered-for-fee, public access
recharging system for motor vehicles propelled in whole or in part by
electricity.
(3) The Tax Commission shall annually calculate and publish by the first day of
the affected taxable year a percentage by which the credits shall be reduced
so the total amount of credits used to offset tax does not exceed Fwenty

Mitlien—DPelars{$26,000.000-00)per—year each of the limits provided in

subsection (qg).

710:50-15-95. Poultry litter credlt [REVOKED]

710:50-15-97. Credit for qualified direct costs of a business enterprise of
speC|aIIy tralned canlnes [REVOKED]




710:50-15-98. Credi
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710:50-15-104. Credit for construction of energy efficient residential property
[REVOKED)]
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710:50-15-112. Credit for electric motor vehicle manufacturers [REVOKED)]
2} 6 I oS , hicl . i




710:50-15-118. Credit for nonrecurring adoption expenses

(a) General provisions. In taxable years beginning after December 31, 2022, an
income tax credit is allowed to resident individual taxpayers for nonrecurring
adoption expenses, not to exceed $2,000 ($4,000 for a married filing joint return)
per calendar year, paid in connection with the adoption of a minor, or proposed
adoption of a minor which did not result in a decreed adoption.
(b) Allowable expenses. For purposes of this Section "nonrecurring adoption
expenses" means and includes:

(1) Adoption fees;

(2) Court costs;

(3) Medical expenses;

(

(

4) Attorney fees:;
5) Expenses directly related to the legal process of the adoption of a child
and are not reimbursed by other sources, to include, but not limited to costs
related to:
(A) The adoption study;
(B) Health and psychological examinations;
(C) Transportation and reasonable costs of food and lodging for the child
or adoptive parents which are incurred to complete the adoption process.
Transportation expense by either commercial or private means may be
claimed based upon actual unreimbursed costs incurred, or in the case of
travel by private means, the mileage rate allowed pursuant to the Internal
Revenue Code for determining business travel expense may be elected.
(6) Costs associated with physical remodeling, renovation, or alteration of the
adoptive parents' home or property, if incurred in conjunction with the
adoption of a special needs child, as authorized by the court.
(c) "Nonrecurring adoption expenses" shall not mean or include:
(1) Costs reimbursed by other sources.
(2) Attorney fees incurred from and after the commencement of an action
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involving a contest of an adoption.
(3) Costs associated with physical remodeling, renovation, or alteration of the
adoptive parent's home or property, with the exception noted in (b)(6) of this
Section.
(d) Verification. A schedule describing the expenses claimed must be enclosed
and filed with the claimant's tax return. Receipts supporting the claimed
expenses are not required to be submitted with the tax return and descriptive
schedule, but must be retained and be available upon request by the
Commission.

SUBCHAPTER 17. OKLAHOMA TAXABLE INCOME FOR CORPORATIONS
PART 5. DETERMINATION OF TAXABLE CORPORATE INCOME

710:50-17-51. Adjustments to arrive at Oklahoma taxable income for
corporations
The following is a partial list and not inclusive of all the allowable and
unallowable adjustments that may be made to Federal federal taxable income
to arrive at Oklahoma taxable income for corporations: [See: 68 O.S. § 2358]
(1) Taxes based on income. [See: 68 O.S. § 2358(A)(5)]
(A) Taxes based on or measured by income shall not be allowed as a
deduction.
(B) Type of taxes that are based on or measured by income are:
(i) State and Local Income Taxes,
(i) Foreign Income Taxes, and
(ili) some Franchise Taxes that are based on or measured by income.
(2) Federal income taxes. Federatneome TFaxes federal income taxes are
not deductible.
(3) Federal loss carryback/carryforward. A Federal federal net operating
loss carryover or carryback will not be utilized in determining Oklahoma
taxable income. For the allowance of Oklahoma Net Operating Loss
deduction refer to (4) of this Section.
(4) Oklahoma net operating loss carryback/carryover. An election may be
made to forego the Net Operating Loss (NOL) carryback period. A written
statement of the election must be part of the timely filed Oklahoma loss
year return.
(A) Oklahoma net operating loss. [See: 68 O.S. § 2358(A)(3)]
(i) An Oklahoma Net Operating Loss (NOL) may be carried back or
over in accordance with 26 U.S.CA. § 172 until December 31, 1992.
However, no Oklahoma NOL can be carried back to years beginning
before January 1, 1981 unless there is a Federal federal NOL carryback
from the same loss year to the same carryback year.
(I) For net operating losses incurred for tax years beginning on or
after January 1, 2001, and ending on or before December 31, 2007,
the loss carryback shall be for a period as allowed in the Internal
Revenue Code; and
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(Il) For tax years beginning after December 31, 2007, and ending
before January 1, 2009, the loss carryback period shall be for a
period of two (2) years; and
(lll) For tax years beginning after December 31, 2008, the loss
carryback period shall be for a period as allowed by Section 172 of
the Internal Revenue Code.
(i) Any Oklahoma Net Operating Loss (NOL) carryback not allowed,
due to no Federal federal loss carryback to the same year, may still be
carried back to the years beginning after December 31, 1980, or
carried over until utilized, without regard to a Federal federal loss.
(B) Oklahoma net operating loss computation for carryback to years
beginning before January 1, 1981. The following shall apply to Oklahoma
net operating loss before January 1, 198T:
(i) Consolidated federal filing: In the loss year, the percentage of the
Oklahoma loss to all loss companies in the consolidation. (If no
consolidated loss, there is no NOL allowable.)
(i) Separate company federal filing: In the loss year, the percentage of
the Oklahoma loss to Federat federal loss. (If no Federal federal loss,
there is no NOL allowable.) This percentage is then applied to the
Federal federal NOL (each loss year separately) when it is taken
(absorbed) on the filed Federal-Return federal return. The Oklahoma
NOL can be used in the same Oklahoma year it is used on the filed
FederalReturn federal return year.
(5) Oklahoma accrued income tax.
(A) Oklahoma will allow a deduction for Oklahoma AcergedtrecomeTFax
accrued income tax. The Oklahoma Aeerged—trcorme—TFax accrued
income tax is computed as follows:
(i) Divide the Oklahoma net income by the number 26 for tax years
beginning before January 1,1985.
(i) Divide the Oklahoma net income by the number 21 for tax years
beginning after December 31,1984 and ending before January 1, 1990.
(iii) Divide the Oklahoma net income by the number 17.667 for tax
years beginning after December 31, 1989 and ending before January
1,2022.
(iv) Divide the Oklahoma net income by the number 26 for tax years
beginning after December 31, 2021.
(B) There is no deduction for Oklahoma accrued income tax when
Oklahoma net income is a loss. [See: 68 O.S. § 2358(A)(5)] When credits
are allowed, the accrual of Oklahoma tax will not be allowed on the
amount of Oklahoma taxable income that is covered by the credit,
except for credits that have been acquired by transfer. The amount paid
for credits that have been acquired by transfer can be used as a payment
of tax for purposes of computing the deduction for Oklahoma accrued
tax. Tax accrual is allowed on the amount of income for which tax is
actually paid. The example in Appendix A of this Chapter shows how the
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accrual should be calculated. A schedule such as the example should be
attached and submitted with Form 512.
(6) Expenses allocated to nontaxable income. 68 O.S. § 2358(A)(4) provides
that deductions should be allocated to assets that may produce nontaxable
income.
(A) An adjustment is required when a corporation has an investment in
assets which produce income which is non-unitary, or separately
allocable. Such items may include, but are not limited to, investments in
subsidiaries, other corporation's bonds, U.S. Obligations or other types of
securities that produce income which is excluded from Oklahoma
income.
(B) A ratio is used to allocate expenses between unitary business
operations and all other activities that do not produce unitary income.
The manner in which this adjustment is made is as follows: A fraction, or
percentage, is computed by dividing the average of investment in assets,
the income from which is allocable, by the average of total assets. This
percentage is then applied to certain expenses claimed on the return to
arrive at the amount of expenses related to non-unitary business, and
the resulting amount is added back to federal taxable income.
(C) Generally, interest expense is the only expense against which the
adjustment described in subparagraph (B) of this paragraph is applied.
However, facts and circumstances may indicate that other expenses
should be considered in this allocation. This adjustment will be
considered in all cases where deemed appropriate. [See: 68 OS. §
2358(A)(4)] [See example in Appendix E of this Chapter]
(7) Interest income.
(A) U.S. obligations. Interest income from U.S. obligations is excluded
from Federal federal taxable income to arrive at Oklahoma taxable
income. Interest income received from FNMA, GNMA, or the Internal
Revenue Service is not income from an obligation of the U.S.
government and cannot be excluded to arrive at Oklahoma taxable
income.
(B) Other interest income.
(i) Interest income is to be directly allocated to the domiciliary situs of
the taxpayer; except that interest income received from accounts
receivable income shall be included in apportionable income.
(i) There shall be added to Oklahoma taxable income, interest income
on obligations of any state or political subdivision thereof which is not
otherwise exempted pursuant to Federal federal laws or laws of this
State, to the extent said interest is not included in federal taxable
income or adjusted gross income.
(8) Dividends. Dividends are to be allocated to the domiciliary situs of the
taxpayer. [See: 68 O.S. § 2358(A)(4)(b)]
(A) For purposes of calculating Oklahoma taxable income, foreign
earnings deemed repatriated pursuant to 26 US.C. § 965 shall be
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considered dividend income and shall be allocated to the domiciliary
situs of the taxpayer.
(i) To the extent such income is not included in the calculation of a
taxpayer's federal taxable income due to inclusion on an IRC 965
Transition Tax Statement rather than the income tax return, the
income shall be included on the Oklahoma return as an addition to
net taxable income.
(ii) If a taxpayer elects to make installment payments of tax pursuant
to the provisions 26 U.S.C. § 965, such election may also apply to the
payment of Oklahoma income tax, attributable to the income upon
which such installment payments are based.
(B) For purposes of calculating Oklahoma taxable income, global
intangible low-taxed income included in federal income pursuant to 26
U.S.C. § 951A shall be considered dividend income and shall be allocated
to the domiciliary situs of the taxpayer.
(9) Domestic International Sales Corporation (DISC) and Foreign Sales
Corporation (FSC) Commission Expense. Expenses incurred in producing
DISC and FSC Dividend income shall be allocated on the same basis as the
DISC and FSC Dividend income. [See: 68 O.S. § 2358(A)(4)]
(10) Net oil and gas income. Income or loss from oil and mining production
or royalties, and gains or losses from sales of such property, shall be
allocated in accordance with the situs of such property. General and
administrative expenses will be allocated on the basis of Oklahoma direct
expense to total direct expense. [See: 68 O.S. § 2358(A)(4)(a)]
(11) Oklahoma 22% depletion. Oklahoma depletion on oil and gas may be
computed at twenty-two percent (22%) of gross income derived from each
Oklahoma property during the taxable year.
(A) For tax years beginning on or after January 1, 2001, and ending on or
before December 31, 2011, and for tax years beginning on or after January
1, 2014, major oil companies, as defined by 52 O.S. § 288.2(4), shall be
limited to fifty percent (50%) of net income for such property (computed
without allowance for depletion).
(B) During years not specified herein, the Oklahoma depletion
allowance, for all taxpayers, shall not exceed fifty percent (50%) of the net
income of the taxpayer (computed without allowance for depletion)
from the property.
(C) The percentage depletion calculated shall not be a duplication of the
depletion allowed on the FederaHneomeFaxReturna federal income tax
return. [See: 68 O.S. § 2353(10)]
(12) Net rental income and safe harbor leasing. The following provisions
apply to the treatment of net rental income and safe harbor leasing:
(A) Net rental income is separately allocated. [See: 68 O.S. § 2358(A)(4)]
(B) A schedule of net rental income is required to be filed with the return
showing gross income and all expenses (depreciation, repairs, taxes,
interest, general and administrative expense, etc.).
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(13) Royalties; patents; copyrights. [See: 68 O.S. § 2358(A)(5)]
(A) Income from patent or copyright royalties is apportionable.
(B) Income from which expenses have been deducted in producing such
patent or copyright royalties in arriving at apportionable income
(including the purchase of such patent or copyright royalties) shall be
apportionable.
(14) Capital gains or loss - 4797 gains or loss.
(A) Gains (losses) from the sale or other disposition of unitary assets or
any other assets used in the unitary enterprise are apportionable. [See:
68 O.S. § 2358(A)(5)]
(B) Gains (losses) from sale of property, the income from which is
separately allocated shall also be separately allocated.
(15) Partnership income or loss from corporate partners.
(A) Partnership income or loss shall be separately allocated. [See: 68 O.S.
§ 2358(A)(4)]
(B) The Oklahoma distributive share of partnership income as
determined under 68 O.S. § 2358 and 68 O.S. § 2362 shall be allocated to
Oklahoma.
(16) Overhead allocation. The Commission may adjust or allocate overhead
expenses to or from a parent or subsidiary, or between divisions in order to
more accurately reflect the overhead expenses. [See: 68 O.S. § 2360]
(17) Federal new jobs credit deduction. For tax years beginning after
December 31, 1980, the Federal New Jobs deduction is disallowed due to
Oklahoma's own Investment/New Jobs Credit.
(18) Deductions related to directly allocated income/loss. Deductions
incurred in producing income of a nonunitary nature shall be allocated on
the same basis as the income. (Examples: Liquidation of subsidiaries,
worthless stock loss, bad debts due subsidiaries on sale of stock, etc.) [See:
68 O.S. § 2358(A) (4)]
(19) Intercompany eliminations. There are no provisions to allow
intercompany eliminations in computing the income of each company
filing an Oklahoma Consolidated Return.
(20) Other income. Generally, other income, unless it is separately allocable
under 68 O.S. § 2358(A)(4) is apportionable. [See: 68 O.S. § 2358(A)(5)]
(21) Add-back of federal bonus depreciation for Oklahoma inhcome TFax
income tax purposes. Generally, corporations claiming the federal bonus
depreciation (as allowed under provisions of the federal Job Creation and
Workers Assistance Act of 2002, the provisions of the federal Economic
Stimulus Act of 2008 or the federal American Recovery and Reinvestment
Act of 2009) are required to add back a portion of the bonus depreciation
and then claim it in later years for Oklahoma teeme—Fax income tax
purposes.
(A) Corporations filing Oklahoma treemeFaxReturas income tax returns
will have to add back eighty percent (80%) of any bonus depreciation
claimed under provisions of the federal Job Creation and Workers
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Assistance Act of 2002, the federal Economic Stimulus Act of 2008 or the
federal American Recovery and Reinvestment Act of 2009). Any amount
added back can be claimed in later years. Twenty-five percent (25%) of
the amount of bonus depreciation added back may be subtracted in the
first taxable year beginning after the bonus depreciation was added
back, and twenty-five percent (25%) of the bonus depreciation added
back may be deducted in each of the next three succeeding taxable
years.
(B) The provisions relating to the add-back of the federal bonus
depreciation apply only to C-Corporations and are not applicable to
corporations which have elected to be treated as Subchapter S
Corporations pursuant to 26 U.S.C. § 1361 et seq. of the Internal Revenue
Code, nor to Limited Liability Companies.
(22) Add-back of applicable Section 179 expenses. For tax years beginning
on or after January 1, 2009 and ending on or before December 31, 2009, any
amount in excess of One Hundred Seventy-five Thousand Dollars
($175,000.00) which has been deducted as a small business expense under
Internal Revenue Code Section 179 as provided in the federal American
Recovery and Reinvestment Act of 2009 must be added back to Oklahoma
taxable income.
(23) Add-back of federal depreciation for Oklahoma income tax
purposes. For tax years beginning on or after January 1, 2023, taxpayers
have the option for immediate and full expensing of qualified property and
qualified improvement property by deducting the full cost of these
expenditures in the tax year in which the cost is incurred or the property is
placed in service. [68 O.S. § 2358.6A] If this option is taken, amounts that are
depreciated for federal income tax purposes shall be added back to
Oklahoma taxable income in the year the depreciation is claimed. The
taxpayer's decision to use immediate expensing for a qualified property or
qualified improvement property in the year the investment cost is incurred
is _irrevocable for the property unless specifically authorized by the
Oklahoma Tax Commission.

SUBCHAPTER 19. OKLAHOMA TAXABLE INCOME FOR PARTNERSHIPS

710:50-19-5 Add-back of federal depreciation for Oklahoma income tax
purposes

For tax years beginning on or after January 1, 2023, partnerships have the
option for immediate and full expensing of qualified property and qgualified
improvement property by deducting the full cost of these expenditures in the
tax year in which the cost is incurred or the property is placed in service. [68
O.S. § 2358.6A] If this option is taken, amounts that are depreciated for federal
income tax purposes shall be added back to the Oklahoma distributive share
of partnership income in the year the depreciation is claimed. The taxpayer's
decision to use immediate expensing for a qualified property or qualified
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improvement property in the vear the investment cost is incurred is
irrevocable for the property unless specifically authorized by the Oklahoma Tax
Commission.

SUBCHAPTER 21. OKLAHOMA TAXABLE INCOME FOR SUBCHAPTER "S"
CORPORATIONS

710:50-21-1. Subchapter "S" corporations and 512S Oklahoma returns

(@) A corporation having an election in effect under Subchapter S of the Internal
Revenue Code shall not be subject to the Oklahoma income tax on the
corporation. However, if any of the shareholders of such corporation are
nonresidents of Oklahoma during any part of the corporation's taxable year, the
corporation shall be taxed for such year on the nonresident shareholder's
distributive share of income, unless the corporation files with its return for such
year an agreement executed by each nonresident stockholder stating that such
nonresident will file an Oklahoma treeme—TFax—Retura iIncome tax return
reporting his or her portion of Oklahoma taxable income.

(b) The shareholders of a Subchapter "S" Corporation shall include in their
taxable income their distributive share of such corporation's Federal federal
income, subject to the modifications as set forth in 68 O.S. §2358 and 68 O.S.
§2362.

(c) For tax years beginning on or after January 1, 2023, a Subchapter "S"
Corporation has the option for immediate and full expensing of qualified
property and qualified improvement property by deducting the full cost of these
expenditures in the tax year in which the cost is incurred or the property is placed
in service. [68 O.S. § 2358.6A] If this option is taken, amounts that are depreciated
for federal income tax purposes shall be added back to the distributive share of
such corporation's federal income in the year the depreciation is claimed. The
taxpayer's decision to use immediate expensing for a qualified property or
qualified improvement property in the year the investment cost is incurred is
irrevocable for the property unless specifically authorized by the Oklahoma Tax
Commission.

(d) A Subchapter "S" corporation that files its return without including necessary
nonresident shareholder agreements, shall be taxed on such nonresident(s)
shareholders distributive share of income. The method of filing the return shall
be irrevocable for each tax period once the return is filed. However, if a
nonresident shareholder fails to file his or her individual Oklahoma treermeTax
Return income tax return the corporation will be assessed the tax.
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TITLE 710. OKLAHOMA TAX COMMISSION
CHAPTER 50. INCOME

RULE IMPACT STATEMENT

Pursuant to 75 O.S. §303(D), the Oklahoma Tax Commission provides the
following rule impact statement with regard to proposed rule changes to
Chapter 50 of Title 710 of the Oklahoma Administrative Code.

DESCRIPTION: The proposed amendment to Section 710:50-15-49 implements
the provisions of SB 401 which provides for a 100% income tax exemption for
retirement benefits received from any component of the Armed Forces of the
United States, effective for tax year 2022 and subsequent tax years. [68:2358]

The proposed amendment to Section 710:50-15-63 and promulgation of
new Section 710:50-15-118 implements the provisions of HB 3088 which
eliminates the existing $20,000 annual income tax deduction for nonrecurring
adoption expenses and enacts a new, refundable income tax credit for
nonrecurring adoption expenses, beginning for tax year 2023. [68:2358,
2357.601]

The proposed amendments to Sections 710:50-17-51 and 710:50-21-1 and the
promulgation of new Sections 710:50-15-69.1 and 710:50-19-5 implement the
provisions of HB 3418 which authorized the decoupling of bonus depreciation;
the 100% bonus depreciation rate for qualified property is made permanent
and Oklahoma taxpayers may elect to not follow the federal bonus
depreciation phase-out schedule. [68:2358.6A]

The proposed amendment to Section 710:50-15-81 implements the
provisions of SB 1857 which amended the credit for qualified clean-burning
motor vehicle fuel property. [68:2357.22]

Sections 710:50-15-95, 710:50-15-97, 710:50-15-98, 710:50-15-99, 710:50-15-104,
710:50-15-112 have been revoked; these tax incentives have either been
repealed or sunsetted and are no longer available and can no longer be
claimed on the Oklahoma income tax return. [68: 2357.100, 2357.203, 2357.67,
2357.102, 2357.46, 2357.402,

CLASSES AFFECTED: All individual income taxpayers and corporate income
taxpayers, including but not limited to taxpayers receiving military retirement
benefits, taxpayers who have adoption expenses, and taxpayers who elect to
take bonus depreciation.

PERSONS BENEFITED: All taxpayers affected by this rulemaking action may

benefit; it updates the Tax Commission's rules consistent with recent
legislation.
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PROBABLE ECONOMIC IMPACT OF THE PROPOSED RULE UPON AFFECTED
CLASSES OF PERSONS OR POLITICAL SUBDIVISIONS: There are no
anticipated increase to costs associated with the proposed rule changes.

LISTING OF ALL FEE CHANGES, INCLUDING A SEPARATE JUSTIFICATION
FOR EACH FEE CHANGE: The rulemaking action does not levy, implement,
or increase an existing fee.

PROBABLE COSTS TO THE AGENCY: Costs to promulgate and enforce the
proposed rules will be funded through normal agency budget. No measurable
impact on State revenues is anticipated.

ECONOMIC IMPACT ON POLITICAL SUBDIVISIONS: The agency does not
anticipate any economic impact on any political subdivision to implement the
proposed rule changes at this time.

SMALL BUSINESS IMPACT: After consideration with reference to Section
303(A)(4) and 303(B)(6) of Title 75, it is believed that the proposed rules will have
Nno adverse impact upon Small Business.

ALTERNATIVE METHODS AND COSTS OF COMPLIANCE: There are no less
costly or non-regulatory methods or less intrusive methods for achieving the
purpose of this proposed rules. No formalized compliance cost minimization
measures have been pursued.

DETERMINATION OF THE EFFECT ON PUBLIC HEALTH, SAFETY AND
ENVIRONMENT: The agency does not anticipate any impact on public health,
safety, or environment as a result of implementation of the proposed rules at
this time.

DETERMINATION OF THE DETRIMENTAL EFFECT WILL THERE BE ON THE
PUBLIC HEALTH, SAFETY, AND ENVIRONMENT IF THE RULE CHANGE IS NOT
IMPLEMENTED: The agency does not anticipate any detrimental effect on
public health, safety, or environment as a result of failure to implement the
proposed rules at this time.

DATE PREPARED: December 13,2022
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